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SUBJECT: TRANSFERABLE RUBLE IN EAST- WEST TRADE 
REFERENCE: (A) MOSCOW 0301, (B) MOSCOW 0639 
1 . BEGIN SUMMARY. WITH REGARD TO REFS A AND B WE BELIEVE 
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IBEC PROPOSAL ON EAST- WEST TRADE HOLDS VERY LIMITED 
SIGNIFICANCE AT BEST FOR WESTERN COUNTRIES IN LIGHT OF 
PRESENT EXPERIENCE OF CMEA-MEMBER COUNTRIES USING TR'S FOR 
MULTILATERAL SETTLEMENTS. ON JANUARY 14,1977 AT A 
COMMERCE SPONSORED FINANCIAL SEMINAR, ABOUT 20 REPRESENTA- 
TIVES OF 15 MAJOR U.S. BANKING INSTITUTIONS INVOLVED IN 
EAST- WEST TRADE SEEMED TO BE IN GENERAL AGREEMENT WITH 
OUR ANALYSIS THAT THE MOST RECENT IBEC INITIATIVE APPEARS 
TO BE LITTLE MORE THAN AN OFFER OF A TR CLEARING ACCOUNT. 

THE DETAILED ANALYSIS, SIMILIAR TO THAT PROVIDED TO THE 
20 BANKERS FOLLOWS. END SUMMARY. 

2. IBEC PROPOSAL. IBEC ISSUED FOUR MAIN PROVISIONS 
INTENDED TO FACILITATE TRANSACTIONS WITH NON-MEMBERS OF THE 
BANK: (1) ANNUAL BALANCING OF TRADE IS NO LONGER 
OBLIGATORY, ALTHOUGH IT IS ADVISABLE; (2) ANY IMBALANCES 
WILL BE COVERED IN FULL WITH TR CREDITS ISSUED BY IBEC; 

(3) TR CREDITS CAN BE ISSUED FOR PERIODS OF UP TO THREE 
YEARS; (4) THE BORROWER MAY, AT ANY TIME, ELIMINATE HIS TR 

OBLIGATIONS BY PAYING CONVERTIBLE CURRENCY. ALL 
FOUR PROVISIONS, HOWEVER, OPERATE UNDER THE REQUIREMENT 
THAT TR BALANCES MAY BE USED FOR THE PURCHASE AND SALE OF 
GOODS ONLY WITH THE AGREEMENT OF ALL THE INTERESTED 
PARTIES. 

3. IBEC PROCEDURES. THE PROVISIONS OF THE IBEC PROPOSAL 
PRESENTLY ARE APPLICABLE TO TR SETTLEMENTS EFFECTED AMONG 
CMEA-MEMBER COUNTRIES, BUT THEIR EXPERIENCE DEMONSTRATES 
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THAT A DISPARITY EXISTS BETWEEN THE THEORETICAL AND 
PRACTICAL APPLICATION OF THE IBEC PROCEDURE. FOR EXAMPLE, 

IN THEORY IBEC WILL EXTEND TR CREDITS TO THE U.S.S.R. IN 
ORDER TO COVER A TRADE DEFICIT WITH ROMANIA. THEN IF IN 
ITS TRADE WITH HUNGARY THE U.S.S.R. HAS AN EQUIVALENT 
SURPLUS, THE SOVIET UNION'S TRADE WOULD THEORETICALLY BE 
BALANCED THROUGH THE IBEC MULTILATERAL SETTLEMENTS 
MECHANISM. 

-IN PRACTICE TR MULTILATERAL SETTLEMENTS AMOUNT TO LESS 
THAN 2 OF TOTAL CMEA TRADE TURNOVER BECAUSE A CMEA- 
MEMBER COUNTRY HAVING TR DEPOSITS CANNOT MAKE AN AUTOMATIC 
CLAIM ON GOODS AND SERVICES IN ANOTHER CMEA-MEMBER 
COUNTRY. MOST INTRA-CMEA TRADE IS CONDUCTED BILATERALLY 
ON THE BASIS OF ANNUAL TRADE AGREEMENTS WHICH STIPULATE 
THE AMOUNT AND TYPE OF GOODS TO BE EXCHANGED. ANY 
TRANSACTIONS OUTSIDE OF THE ANNUAL TRADE AGREEMENT CAN BE 
ARRANGED ONLY WITH GREAT DIFFICULTY. 
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-IT IS ALSO INTERESTING THAT THERE HAS NOT YET, AS FAR 
AS WE CAN DETERMINE, BEEN ANY USE OF TR’S BY THE TWO NON- 
CEMA COUNTRIE FINLAND AND YUGOSLAVIA, WHICH HAVE 
SPECIAL RELATIONSHIPS WITH CEMA AND THE TWO CEMA BANKS. 
FROM TIME TO TIME THERE HAVE BEEN REPORTS OF THE POSSIBLE 
AVAILABILITY OF TR’S FOR USE BY FINNISH FIRMS DEALING 
WITH CEMA COUNTRIES, AND SEVERAL YEARS AGO THE YUGOSLAVS 
ARE RELIABLY REPORTED TO HAVE TURNED DOWN A CZECHOSLOVAK 
PROPOSAL FOR PAYMENT OF TR'S TO A YUGOSLAV CONSTRUCTION 
ENTERPRISE WHICH HAD CONTRACTED TO BUILD A SECTION OF THE 
NEW TATRA TRUCK COMPLEX. HOWEVER, ALL EVIDENCE AVAILABLE 
IN WASHINGTON INDICATES THAT BOTH COUNTRIES CONTINUE TO 
SETTLE ALL THEIR TRADE WITH CEMA COUNTRIES EITHER THROUGH 
BILATERAL CLEARING OR IN HARD CURRENCY. 

-THE IBEC PROPOSAL TO NONMEMBERS SPECIFICALLY NOTES 
THAT TR SETTLEMENT OPERATIONS MAY BE CARRIED OUT ONLY WHEN 
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AN APPROPRIATE AGREEMENT IS REACHED AMONG FOREIGN TRADE, 
BANKING, AND OTHER COMPETENT ORGANIZATIONS OF THE INTEREST- 
ED COUNTRIES. IT IS DIFFICULT TO ENVISION NON-MEMBER 
COUNTRIES ENJOYING SIGNIFICANTLY MORE SUCCESS THAN CMEA 

MEMBER COUNTRIES IN INCREASING THE USE OF TR’S FOR 
MULTILATERAL SETTLEMENTS. 

-ARRANGEMENTS FOR THE USE OF THE TRANSFERABLE RUBLE (R) 

BY COUNTRIES WHICH ARE NOT MEMBERS OF CEMA HAVE BEEN PART 
OF THE CEMA IBEC STATUTES FOR A NUMBER OF YEARS AND HAVE 
BEEN ROUTINELY MENTIONED BY IBEC OFFICIALS DURING VISITS 
TO THE BANK BY WESTERN BANKERS AND OFFICIALS. ON ONE 
OCCASION, FOR EXAMPLE, IN THE FALL OF 1973, 

IBEC CHAIRMAN K.I. NAZARKIN GAVE A DETAILED EXPLANATION 
TO A VISITING GROUP OF NORTH CAROLINA BUSINESSMEN AND 
BANKERS ON HOW THE TR COULD BE USED FOR MULTILATERAL 
SETTLEMENTS IN TRADE BETWEEN WESTERN AND CEMA COUNTRIES. 
DESPITE ALL THE VERBIAGE AND ASSURANCES, HOWEVER, 
WASHINGTON AGENCIES HAVE YET TO FIND ANY INSTANCE WHERE 
TR’S HAVE - SO FAR - BEEN USED IN ANY EAST- WEST TRADE 
TRANSACTION. 

4. SIGNIFICANCE OF IBEC PROPOSAL. SINCE THIS IS NOT THE 
FIRST TIME IBEC HAS OPENED ITS FACILITIES TO NONMEMBERS, 

THE NEW PROPOSAL WILL PROBABLY HAVE LITTLE SIGNIFICANCE 
FOR WESTERN COUNTRIES AND ONLY LIMITED SIGNIFICANCE FOR 
LDCS. WESTERN EXPORTERS CERTAINLY WOULD NOT WANT TO A 
ACCEPT TRS IN PAYMENT FOR THEIR GOODS, AND IT IS EQUALLY 
DIFFICULT TO ENVISION CMEA-MEMBER COUNTRIES ACCEPTING 
TRS IN PLACE OF HARD CURRENCY FOR THEIR EXPORTS TO THE 
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WEST. (THIS IS ESPECIALLY EVIDENT IN LIGHT OF THE GROWING 
AMOUNT OF INTRA-CMEA TRADE BEING SETTLED ON A HARD CURREN- 
CY BASIS AND THEIR NEED FOR HARD CURRENCY EARNINGS.) 

IT IS CONCEIVABLE HOWEVER, THAT THE IBEC PROPOSAL COULD 
POSSIBLY LEGITIMIZE SWITCH TRANSACTIONS AND MAKE THIS TYPE 
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OF AN OPERATION EASIER FOR WESTERN FIRMS. 

— LDC'S, WHICH DO NOT TRADE WITH CMEA-MEMBER COUNTRIES ON 
A HARD CURRENCY BASIS, COULD FIND THE IBEC PROPOSAL OF 
ASSISTANCE IN COVERING UNEXPECTED ANNUAL SHORTFALLS OF 
EXPORTS TO INDIVIDUAL CMEA-MEMBER COUNTRIES AS WELL AS 
PROVIDING GREATER POSSIBILITIES FOR SWITCH TRADING. 

HOWEVER, STRONG PRESSURE WILL STILL EXIST FOR LDC'S AND 

CMEA-MEMBER COUNTRIES TO CONTINUE TO BILATTERALLY BALANCE 
THEIR TRADE ON AN ANNUAL BASIS. 

-IN VIEW OF PERSISTENT SOVIET EFFORTS TO ENHANCE CEMA'S 
IMAGE AS AN ON-GOING, EXPANDING, THRIVING INTERNATIONAL 
ECONOMIC ORGANIZATION IT IS, OF COURSE, CONCEIVABLE THAT 
A MAJOR EFFORT IS BEING MADE TO PROVIDE SOME VISIBLE 
PROOF THAT THE TR IS MORE THAN MERELY A BOOKKEEPING 
MECHANISM FOR BILATERAL SETTLEMENTS IN INTRA-CEMA TRADE. 

SUCH AN EFFORT MIGHT ACTUALLY INCLUDE ONE OR MORE "FORCED 
TRANSACTIONS" IN WHICH A SELECTED WESTERN TRADER WOULD 
RECEIVE TR'S FROM ONE EE COUNTRY AND THEN USE THEM FOR 
PURCHASES FROM ANOTHER, ACCOMPANIED BY MAXIMUM POSSIBLE 
PUBLICITY IN THE WORLD ECONOMIC PRESS. SUCH AN OPERATION 
WOULD NOT BE TOO FAR REMOVED FROM THE REPORTED SOVIET 
PRACTICE OF PUSHING A HAND-MADE ZHIGULI THROUGH THE 
TOGLIATTI ASSEMBLY LINE SOME YEARS AGO TO PROVE THAT 
PLANNED TARGETS HAD BEEN MET. BUT IT SEEMS RATHER A 
FAR OUT VENTURE TO PURSUE IN THE FINANCIAL AND TRADING 
WORLD. 

VANCE 
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